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ADVANCE LETTER ON 

GENERAL BUSINESS CONDITIONS 

J^oyember /, IQ20 



IN October our index of speculation, curve A, receded 
slightly, thus continuing the irregular "sideway" 
movement that started in July. The recession of the 
curve last month resulted from declines in all three of 
the corrected series upon which it is based. Curve C, 



and commodity prices. It is not probable, however, 
that a considerable increase of security prices will take 
place without the stimulus of cheap money. With large 
domestic requirements, a world shortage of capital, and 
Europe seeking loans from the United States, it appears 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 

(The items locating curves A, B, and C all refer to complete calendar months and the points are plotted in the middle of the spaces allotted to the months.) 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. 

The rise of curve A, representing speculation, between February and 
October 1919 forecasted the rise of curve B, representing business, which took 

rates on commercial paper corrected for seasonal varia- 
tion, was practically unchanged from the September 
figure. 

The movement of the curves for speculation and 
banking last month was normal for the current phase of 
the business cycle, which is characterized chiefly by 
liquidation of commodities (indicated by a decline of 
curve B). There is nothing in recent developments to 
cause us to change our opinion that there will be a less 
stringent money market in January and subsequent 
months, accompanied by an upward trend in security 
markets, and followed, in April, by a revival of business 



place between April 1919 and March 1920. Low interest rates, curve C, 
facilitated expansion of both speculation and business until the federal re- 
serve banks, in November 1919, inaugurated their policy of increasing 
rediscount rates. 

The persistent decline of curve A and the equally persistent rise of curve 
C, both movements beginning in November 1919, forecasted that a decline of 
business activity and commodity prices, curve B, would be^ inaugurated in 
the spring of 1920. In fact business unsettlement was noticeable in April 
and it has increased since that month while various indices of commodity 
prices have receded since May. The existence of the federal reserve system 
and the action of the banks in increasing rates and restricting credit made 
it appear very unlikely that the business readjustment indicated by the 
index chart would be accompanied by a financial panic. At this writing, 
we have passed the time in the business cycle when a financial panic would 
have occurred, if we were to have one. 

Finally, the decline of curve C and the horizontal movement of curve A, 
both beginning in July 1920, indicate that the recession of business, curve B, 
now in progress will terminate by April 1921. The immediate prospect for 
the autumn and winter of 1920-21 is unsettled business, an easier money 
market, and moderately increasing security prices. 

probable that "a less stringent money market" rather 
than "a period of cheap money" is ahead of us. 

In France there is serious unemployment, in Germany 
violent price declines, in England industrial unrest, in 
Japan a further decline in the price of raw silk, and in 
Cuba a moratorium. It is the domestic rather than 
the foreign situation, however, that will be of primary 
influence on our money markets and the course of busi- 
ness developments in the next six months. 

In the past, rates on commercial paper have often 
fallen quite sharply after business has culminated. 
Thus the rate dropped from an average of gl per cent in 
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July 1893 to 35 per cent six months later, from 6 per 
cent in the last quarter of 1903 to less than 4 per cent 
the following spring, and from 8 per cent in December 
1907 to 4 per cent the following May. It is hardly prob- 
able, in view of the general scarcity of capital, that we 
shall experience so sharp a fall next winter and spring 
as those just quoted, but a significant decline is not 
unlikely. 

Speculation 

New York bank clearings increased from 18,600 mil- 
lion dollars in September to 20,660 millions in October, 
or n per cent. This increase, however, although ap- 
parently large, is small compared with the normal in- 
crease in October of 20 per cent. In November New 
York clearings usually decline 5 or 6 per cent from the 
October figure. 

The average price of twenty industrial stocks was 
$84.90 in October compared with $87, $85.40 and $90.60 
for the three months preceding. The average price of 
twenty railroad stocks was $83.60 last month compared 
with $79.20, $74.60, and $72.80 for the preceding 
months. There was no pronounced movement in either 
industrials or rails during the month. The most sig- 
nificant feature of the market was the resistance of the 
prices, of industrial stocks to bad news, such as reports 
of low earnings or losses in the third quarter of the year 
and of further recessions in commodity prices. 

; The volume of sales on the New York Stock Exchange 
last month was 14,300,000 shares compared with 15,- 
300,000 in September and 37,350,000 in October 1919. 
In the month last named both the volume of sales and 
the prices of industrial stocks reached peak. Then fol- 
lowed in succession the rapid decline in speculation 
lasting until June and the horizontal movement since 
July (curve A). 

Curve A, speculation, is now moving in quite a nor- 
mal fashion. Extensive liquidation resulting from tight 
money and prospective business unsettlement ended 
last June. Prices at present do not give way on bad 
news but they can not increase greatly against the re- 
sistance of high money rates. A less stringent money 
market, which it seems probable will develop in winter 
and spring, would pave the way for some revival in 
speculative activity. 

Banking 

Curve C, representing rates on commercial paper duly 
corrected for seasonal variation, was at practically the 
same level in October as in September. Actual rates 
last month were unchanged from September. The sea- 
sonal demand for funds normally reaches the highest 
point of the year in October, but it only recedes slightly 
previous to the turn of the year. It is quite probable, 
therefore, that a decline in actual rates of discount will 
not be registered until after the end of the year. 

The condition of the combined federal reserve banks 
is satisfactory. On October 22 their net deposits were 
1,625 million dollars, the lowest figure reported by the 
banks for over a year except on dates immediately fol- 
lowing federal income tax payments (September 17, 



1920; June 18, 1920; December 19, 1919; September 
19, 1919). During the week ending October 29 the 
volume of federal reserve notes in actual circulation 
decreased 5 millions, a relatively small amount, while 
total bills on hand increased about 50 millions, and the 
reserve ratio fell from 43.3 to 43.1 per cent. 

Business 



The October data for curve B are not available at this 
writing. The indications are, however, that the curve 
will decline materially. 

The outstanding features of the business situation in 
October were: unsettlement in wholesale commodity 
markets; price recessions in raw silk, cotton goods, 
wool, copper, leather, iron, steel, coal and other com- 
modities; marked dullness in retail trade; and curtail- 
ment in industry with reductions of wages reported in 
some instances. 

The decline of business activity in the United States 
resulted in a reduction of the volume of goods imported 
into this country in September. September imports 
amounted to 363 million dollars compared with 513 
millions in August. It is quite likely, judging on the 
basis of pre-war experience, that the volume of goods 
imported into the United States will show a declining 
tendency during the current period of business unsettle- 
ment. 

A buyers' market has very definitely replaced the 
sellers' market of six months ago. In general, manu- 
facturers, wholesalers, and retailers are all attempting 
to reduce their inventories to the minimum required to 
maintain a going concern. Curtailment of output, hesi- 
tation in purchasing, and cancellation of orders result 
from their attempt to cut down losses or pass them on 
to others. But by no method can losses be entirely 
eliminated. 

[' The process of distributing the losses resulting from 
declining prices, of readjusting prices all along the line 
from producer to consumer, of adjusting prices in one 
industry to those in related industries, and of revising 
costs, including wages, all of this is time-consuming. 
In the pre-war years, 1903-04, 1907-08, 1910-11, 1913- 
14, this process of readjustment, during which business 
dropped from the peak of activity to the trough of de- 
pression, lasted 16 months, 10 months, 14 months, and 
16 months, respectively (see curve B, Index Chart for 
1903-14). From our current Index Chart it will be seen 
that business culminated last March. If the current 
period of readjustment is completed in the usual time, 
we may expect the beginning of a revival 10-16 months 
from last March, or between January and July 1921. 
We stated in the September Review that if the period 
of liquidation occupies the usual time of 10 months 
counting from the culmination of curve C, a revival of 
business will be inaugurated in April 1921. The prob- 
able dates for the beginning of a business revival, Janu- 
ary-July 1 92 1 and April 1921, arrived at by these two 
methods, are consistent, and we conclude that a revival 
of business activity will set in next spring. 
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